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EUROPEAN COMMISSION PROPOSAL FOR AN EC RECOMMENDATION CONCERNING 
THE PROMOTION OF EMPLOYEE PARTICIPATION IN PROFITS AND ENTERPRISE 
RESULTS (INCLUDING EQUITY PARTICIPATION) 

INTRODUCTION 

1. The purpose of this consultation document is to seek views on 
the European Commission's proposal for an EC recommendation 
concerning the promotion of employee participation in profits and 
enterprise results (including equity participation). The text of 
the proposal, which was published on 3 September 1991, is attached 
as an annex to this paper. 

2. Please send your comments to: 

Mr M Lott 

Industrial Relations Division 

Employment Department 

Room 334 

Caxton House 

Tothill Street 

LONDON SW1H 9NF 

The telephone number for general enquiries and additional copies 
of this document is 071 273 5379. 

3 . Consultees will be aware that it was agreed at Maastricht on 10 
December that eleven of the twelve Member States (not including 
the UK) would be free to pursue social measures together under a 
separate agreement. 

4. This proposal falls to be considered under Article 235 of the 
Treaty of Rome which was not amended by the Maastricht Council. It 
is unlikely to be affected by the agreement referred to above. The 
UK therefore expects the proposal to continue to be considered by 
all Member States on the present Treaty basis. 

5. As negotiations on this draft Recommendation may well take 
place during the Portuguese presidency of the EC, which runs from 
1 January to 30 June 1992, it would be very helpful if comments 
could reach us by 28 February 1992 . Comments on any aspect of the 
proposal will be very welcome, but you might like to give 
particular attention to the questions at the end of this document. 

THE PROPOSAL 

6. This proposal for a recommendation arises from the European 
Commission's Social Action Programme. 

7. The Commission announced, in the Social Action Programme, its 
intention to present a Community instrument on equity sharing and 
financial participation by employees. Subsequently, as a 
preparatory step, it commissioned the production of a report on 
the Promotion of Employee Participation in Profits and Enterprise 
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Results in the Member States (the so-called PEPPER Report). This 
report (copies of which can be obtained direct from, the 
Commission) was first published in June 1990 and a revised edition 
issued in March 1991. The report indicated the great variety of 
financial participation schemes already established in the 
Community . 

8 . The text of the draft Recommendation invites Member States to 
acknowledge the potential benefits of a wider use of a broad 
variety of financial participation schemes, including profit 
sharing and employee share ownership, and recommends that they 
take a number of steps to encourage the development of such 
schemes . It further recommends that Member States should 
encourage consideration of certain 'key issues' (based on those 
identified in the PEPPER Report) when new financial participation 
schemes are being prepared or when existing schemes are being 
reviewed. These issues are set out in the Annex to the draft 
Recommendation. The proposal also envisages the setting up by the 
Commission of a working party to examine the possibilities for the 
creation at Community level of formulae for financial 
participation schemes. 

LEGAL BASE 

9. The proposed recommendation is based on Article 235 of the 
Treaty of Rome. This article, entailing unanimous voting, provides 
for measures to attain, in the course of the operation of the 
common market, one of the objectives of the Community. 

GOVERNMENT VIEW 

10. The Government is committed to securing the extension of 
effective means of employee involvement in the UK on a voluntary 
basis. It believes that the strength of the voluntary approach is 
the flexibility it allows employers to develop the arrangements 
best suited to their own particular circumstances and the needs of 
their employees . 

11. One of the most effective ways of increasing employee 
involvement and commitment is through financial participation. 
The Government has indeed encouraged such participation both 
through its privatisation programme and through a variety of tax 
incentive schemes introduced and improved in successive Budgets. 
It therefore welcomes the European Commission's recognition of the 
importance of financial participation. It considers that the 
Commission can make a constructive contribution in this area by 
disseminating information and promoting good practice. 

12. The Government will however want to ensure in negotiations 
that the recommendation does not in any way limit an 
organisation's freedom to choose the form of financial 
participation appropriate to its particular circumstances. 
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COMMENTS SOUGHT (TO BE SENT TO THE ADDRESS IN PARAGRAPH 2) 

13. The Government would be particularly interested in views on 
the following aspects of the Commission's proposal: 



(i) 


Would adoption of this recommendation usefully 

contribute to the promotion of employee financial 

participation, and therefore to employee involvement and 

commitment? 

* • 


(ii) 


Do you agree that the recommendation should not seek to 
limit an organisation's choice of the forms of financial 
participation best suited to its particular 
circumstances, or the methods of their introduction? 


(iii) 


Do you consider that any of the key issues detailed in 
the annex, as currently drafted, would limit the choice 
referred to in (ii) above? 


(iv) 


If you consider any of the key issues inappropriate, 
would they become acceptable to you if the wording were 
more clearly in line with the intention expressed in 
Article 7, i.e. that the key issues are matters for 
consideration? 


(v) 


Are there any other parts of the draft recommendation 
which you would wish to see altered or deleted? 


(Vi) 


Do you consider that there are any matters not currently 
addressed in the draft recommendation or in the annex 
which should be addressed? 


(vii) 


Would it be useful for an EC working party to examine 
the possibilities for the creation at Community level of 
formulae for financial participation schemes? 



IR A3 


January 1992 
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(Preparatory Acts) 



COMMISSION 



Proposal tor a Council recommendation concerning the promotion of employee participation in 
profits, and enterprise results (including equity participation) P 

(91/C 245/16) 



COM(91) 259 final 

( Submitted by the Commission on 16 July 1991) 



THE COUNCIL OF THE EUROPEAN COMMUNITIES, 

Having regard to the Treaty establishing the European 
thereof 1110 Commumty » and m particular Article 235 

Having regard to the proposal from the Commission, 

Silent ” 0pim ' 0 " ° f the 

S)dS g Co^ttee° ^ ° pinion of the Economic and 

Whereas in its communication concerning the action 
programme relating to the implementation of the 

WoTe U rTth Ch r lrtcr ° £ ^ Fun<WntaI Social Rights of 
workers the Commission announced its intention to 

present a Community instrument on equity sharing and 

financial participation by workers; 

Whereas a report on the promotion of employee partici- 
pation m profits and enterprise results in the Member 
states or the European Community has been prepared 
and whereas this report has established that there is a 
great variety in the types of scheme encountered in the 
Community, including cash payments, share-based and 
deterred profit-sharing schemes and various types of 
particular employee share-ownership schemes; 

Whereas encouragement at Community level of schemes 
ot financial participation by employees is to be seen as a 
means of achieving a better distribution of the wealth 
generated by enterprises, while encouraging a greater 
involvement of employees in the progress of their 
companies; 

Whereas while the body of empirical research about the 
effects of such schemes in practice does not yet provide 
o erw e ming evidence of strong overall advantages, 
nere are sufficient indications that such schemes 



contribute to z number of positive effects, including 
improvements in employee motivation and productivity 
and in the competitiveness of enterprises; 

Whereas it is appropriate to promote a larger diffusion 
or financial participation schemes within the European 
ommumey, without seeking an active harmonization or 

schemes^ 0 ” *“ ^ Widc ran S c ° f avaiIabIc 

Whereas the ultimate success of this Community 
initiative will to a large extent depend on the active 

selves;' ^ mV ° Vement ° f ^ sociai P a ™ers them- 

Whereas in the context of the completion of the internal 
market it is necessary to study the possibilities for the 
eve opment of transnational formulae for employee 
participation m profits and enterprise results; 

Whereas the present action appears necessary to attain 
m the course of the operation of the common market’ 
one of the objectives of the Community, 

I. HEREBY INVITES THE MEMBER STATES: 

to acknowledge the potential benefits of a wider use of a 
road variety of schemes to increase the participation by 
employees in profits and enterprise results either by 
means of profit-sharing, or through employee share- 
ownership or by a combination of both. 

II. HEREBY RECOMMENDS THE MEMBER STATES: 

1. to ensure that legal structures are adequate to allow 
the introduction of the forms of financial partici- 
pation referred to in this recommendation; 

2. » contider the possibility of eccording incentives 
such as fiscal or other financial advantages to 
encourage the introduction of certain schemes;' 
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3. to encourage the use of such schemes by facilitating 
the supply of adequate information to all relevant 
parties; 

4. to take account of experiences acquired elsewhere in 
the European Community when considering giving 
preferential treatment to particular types of financial 
participation schemes; 

5. to ensure that the social partners haVfc the oppor- 
tunity to choose from a sufficiently wide range of 
options on the basis of consultations between 
employers and employees or their representatives; 

6. to ensure that this choice can be made at a level 
which, taking account of the national practice in this 
regard, is as close as possible to the- employee and to 
the enterprise; 

7. to encourage consideration of the key issues set out 
in the Annex when new financial participation 
schemes are being prepared or when existing 
schemes are being reviewed; 

8. to examine, after a period of three years following 
the adoption of this recommendation, the data 
available at a national level on the development of 



financial participation by employees and to 
communicate the results to the Commission; 

9. to enhance social partners 1 awareness of the above 
matters. 

m. TAKES NOTE OF THE COMMISSION’S INTENTION: 

10. to set up a working party to examine possibilities for 
the creation at a Community level of formulae of 
financial participation schemes by employees, in 
order to improve the opportunities for the 
application under comparable conditions throughout 
the Community of such schemes; these would 
include the following three types: 

(a) a profit-sharing scheme; 

(b) an employee share ownership scheme; 

(c) a stock options scheme; 

11. to submit a report to the Council on the application 
of this recommendation within four years of its 
adoption on the basis of the information supplied to 
it by the Member States. 



ANNEX 

Key issues to be considered when new financial participation schemes are being prepared or when existing 
schemes are being reviewed 



1. Regularity: schemes benefit from application on a regular basis and from awarding any ‘bonus’ at least 
once a year or over shorter periods. 



2. Pre-determined formula: the formula setting employee benefits should be determined unequivocally 
before the beginning of each reference period. 



3. No substitute for wage negotiations: the existence of financial participation schemes is not to be 
considered a substitute for normal negotiations dealing with wages and other conditions of 
employment. 



4. Voluntary participation: both enterprises and individual employees should be able to choose whether or 
not they want to apply for or participate in schemes. 



5. Calculation of employee benefits: bonuses should not be fixed in advance but variable and linked to 
enterprise performance (expressed in terms of profits or some other enterprise indicator) over a certain 
period of time, according to a previously agreed formula; this formula should also specify unequi- 
vocally the indicator of enterprise performance to be used. 



6. Amounts: in order to produce the expected motivational effects the average size of bonuses should on 
the one hand be significant in relation to the fixed part of employees’ wages, while on the other hand a 
ceiling (in amounts or in percentages) might be advisable in order to avoid wide fluctuations in total 
income. 
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7. Risks: apart from some income variability inherent to schemes, employees may incur additional risks 
when they acquire risk-bearing securities (e.g. shares or bonds); when these risks are haevily concen- 
trated (e.g. issued by the employing firm) and large in relation to the employee's total assets the possi- 
bility of some form of insurance against too heavy losses in the value of these assets merits careful 
examination. 

8. Beneficiaries: beneficiaries are primarily employees, i.e. wage-earners covered by employment contracts; 
as far as possible a c ce s s to schemes should be open to all employees of the enterprise. More generally, 
workers in the same objective situation should have equal rights with regard to access to participation 
schemes. 

» • . 

9. Enterprise type: schemes can be applied by both privately-owned firms and public enterprises, as long as 
suitable indicators of enterprise results or profits are, or can be, made available. 

10. Enterprise size: small and medium-sized firms should have adequate opportunities to apply financial 
participation schemes; in particular it is important to ensure that administrative obligations are 
reasonable and minimum financial requirements, if needed at all, are not too high; in larger enter- / 
prises, especially multinational companies, it may be useful to link all or part of employee benefits to 
the performance of separate profit units, rather than to overall enterprise results. 

11. Complexity: schemes of a complex nature are to be avoided, as the results are likely to be better if the 
scheme can be easily understood by all employees. 

12. Information and training: for the success of any type of scheme a substantial effort will be required to 
supply adequate information and training, if necessary, to all employees concerned. - 
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